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Leveraging Knowledge Assets: Can Law Reform Help?
Margaret Ann Wilkinson† and Mark Perry‡

Abstract

dialogue between legal experts from different fields of
law but further direct consultation with the business
community they serve appears to be necessary before
changes are implemented.

T

his paper asks whether there is a need for lawmakers to aid in the efficient transition to a new
knowledge-based economic and social environment
through the use of intellectual property devices. The use
of such devices was effective in assisting with the transition to an industrial society that, combined with developments in commercial law and secured transactions,
further fuelled economic growth in Canada. Can these
disparate areas of law be brought together to provide
opportunities for the growth of knowledge-based business? The Law Commission of Canada instigated a twopart investigation into these questions. The investigation
culminated in the Commission’s report Leveraging
Knowledge Assets: Reducing Uncertainty for Security
Interests in Intellectual Property (2004). This article
describes the process of the investigation undertaken by
the Commission and more particularly describes the
results of the first branch of the enquiry, which was a
three-part empirical study seeking to establish whether
legal intervention into harmonizing the law of secured
transactions and intellectual property law is warranted
from the business perspective. Results of the first empirical branch of the enquiry, a pilot survey of business
people and their legal advisors, the second branch, a
national teleconference consulting business leaders, and
the third branch, a feedback consultation session with
conference attendees, are reported against the backdrop
of the Commission’s subsequent report. It appears that
the traditional devices of intellectual property are not
adequately serving emerging business needs around
knowledge assets. However, it seems to be too simplistic
to characterize these inadequacies as exclusively, or even
directly, related to the relationship between the law of
secured transactions and intellectual property devices.
Reactions from study participants in business suggest
caution in undertaking law reform in this area — cognizant, from a business perspective, of the possible implications of changing the current balancing of interests in
the knowledge-based business sector. The Law Commission’s report may serve as a catalyst for an emerging

The Genesis of the Investigation
Background

B

y spring of 2001, the Law Commission of Canada
had recognized the importance of highlighting the
imminent convergence of two traditionally separate
areas of law: intellectual property and secured transactions. Although each is an intensely active area of legal
practice and legal scholarship, only a very few authors
had written about the intersection of the two. 1 Nothing
existed in the research literature from the field of business. 2
The Commission spear-headed the development of
a two-part investigation into the question of whether law
might be able to play a part in encouraging Canada’s
effective and efficient transition to a knowledge-based
economy and society. The two parts of the investigation
were pursued simultaneously. The first branch was an
empirical enquiry seeking to establish whether the business community in Canada perceived the need for legal
intervention to assist in the effective and efficient transition to the new economy. 3 This branch of the enquiry
was particularly designed to investigate concerns
expressed to the Law Commission that ‘‘the law
regarding security interests in federally regulated industries is inadequate’’. 4 The second branch of the investigation was designed to canvas the best Canadian and international scholars available, seeking recommendations
about what form legal intervention should be taken if
such intervention were determined to be warranted. 5
The fruits of the second branch of the Commission’s investigation may be found generally in a subsequently published compilation of the papers given at the
Conference that the Commission co-hosted with the
Faculty of Law and the Ivey School of Business at the
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University of Western Ontario in London, Ontario, in
November, 2001. 6 This publication was shortly followed
by the 2004 Law Commission Report, Leveraging
Knowledge Assets: Reducing Uncertainty for Security
Interests in Intellectual Property. 7 The discussion here
will focus on the first branch of the Commission’s efforts:
on the evidence provided through the empirical work
done involving the business community in determining
whether legal intervention in this area is warranted. It
should be noted that although the Law Commission’s
Report in 2004 stems directly from some of the papers
presented at the 2001 Conference, 8 it does not encompass the business perspective reported here, which was
involved in the preparation and process of that same
conference. 9

Business perspective
It has been widely acknowledged that the economies of industrialized nations are continuing to transform into information-based economies. Among the
most salient characteristics differentiating this new business reality from the economies of the previous several
centuries is the increasing recognition of business
‘‘know-how’’ as a valuable asset in its own right. Whereas
the previous era was characterized by the mass production of physical goods, the new capacity of the computer
and telecommunications devices to manipulate, store
and transmit data is leading firms to focus on their information resources, which most often take the form of
digital media. Such information assets are crucial, not
only for the information technology enterprises, but also
for all industries in the current environment.
A widespread recognition of the business potential
of ‘‘information’’ led, just at the close of the twentieth
century, to a remarkable flowering of business start-ups
and expansions focused on the production, distribution,
and exploitation of ‘‘knowledge assets’’. Investment in
these initiatives was fuelled almost entirely by investor
confidence, rather than by traditional lending principles.
Perhaps as a consequence, this new century has opened
with renewed investment conservatism in these kinds of
ventures. Despite this recent set-back in the re-orientation of the economies of leading industrialized nations, it
may still be inevitable that business and society in these
nations need to adapt to the emerging information
economy in order to remain dominant, or even viable,
national economies. In particular, it would appear that
investment in online business and business largely based
on ‘‘knowledge assets’’ will need to be financed increasingly through lending rather than through capital investment.
One of the tools used by governments to effect
industrialization was the creation of the legal apparatus
of intellectual property. Financing growth through debt
rather than equity, another feature that dominated the
transition to an industrial economy, has fuelled the
development of the law of secured transactions. This law
has been developed both through the courts and by
deliberate government statutory intervention. If Canada

wishes to continue the transition to a new, informationor knowledge-based economic and social environment,
how might that transition be best encouraged? Is there a
role for the law-makers, either the courts or the legislatures?

Legal perspective
Intellectual property is an area of legal practice that
was important throughout the industrial age, and one
that has had important information policy consequences
throughout its history. However, these information
policy consequences were largely unheralded in an economic, political and social environment focused primarily upon the mass production of goods and national
advancement. However, even though not clearly articulated in policy statements or in laws themselves, elements of the construction of traditional legal tools of
intellectual property require the legal manipulation of
the information environment in society. Copyrights, for
example, allow the holders of these rights to determine
various uses of expressions of idea and facts but, at least
theoretically, leave the ideas and facts themselves in circulation throughout society. Similarly, the granting of
patent rights has been constructed to necessarily require
the patent applicant to lay out for public inspection a full
description of the invention or improvement for which
the limited term economic monopoly is being granted.
Nevertheless, in our industrial societies, knowledge
of intellectual property has not heretofore been considered integral to an understanding of the law. Many lawyers practising in the area formed specialized ‘‘boutique’’
firms that served particular communities of clients. Businesses and other organizations seeking such specialized
service were often referred to these specialty firms by
other lawyers who routinely confined themselves to
aspects of corporate and business law other than intellectual property. Of course, the intellectual property bar was
not the only specialized branch of legal services to evolve
to serve the industrial age: the financing of the complex
undertakings and organizations that characterize industrialized societies also spawned, for example, the need for
lawyers with particular practice expertise in corporate
financings and secured transactions.

The Empirical Enquiry
Questioning the need for legal
intervention in Canada to enhance the
attractiveness of knowledge assets as
security for debt financing
Testing assumptions

O

ne of the many challenges in exploring complex
questions, such as those the Law Commission of
Canada posed to itself, is the challenge of communicating with mutually exclusive specialized communities.
The notion of ‘‘intellectual property’’ is a term of art
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particular to the domain of legal scholarship. This has
two consequences that influenced the design of this
empirical enquiry. The first is that the term is rarely used,
and even more rarely understood, outside the community of lawyers and legal scholars who specialize in intellectual property. In fact, even within that group, there is
no consistency in terms of the boundaries of inclusion of
concepts within the term ‘‘intellectual property’’ (‘‘IP’’).
For example, some authors, such as David Vaver, appear
to use this term in a narrow sense. Although in his book
he mentions business names and trade secrets in a discussion of registration, and plant breeders’ rights in a
discussion of patentable subject matter, Vaver’s substantive definition of IP encompasses only copyright, patent,
and trade-mark. 10 Robert Howell’s Intellectual Property
Law: Cases and Materials also uses this narrow construction although the additional topics of passing-off, injurious falsehood, and appropriation of personality are also
briefly dealt with. 11 Lesley Ellen Harris takes a somewhat
wider stance. The definition she uses in her book
includes five major areas: copyright, patent, trade-mark,
industrial design, and confidential information and trade
secrets. 12 Ejan Mackaay and Ysolde Gendreau’s compilation of Canadian intellectual property legislation is wider
still, including: patents, trade-marks, plant breeders’
rights, copyright, the various acts which compose the
Status of the Artist legislative schemes, industrial design
and integrated circuit topography. 13 The widest sense of
the term ‘‘intellectual property’’ is found in Sheldon
Burshtein’s The Corporate Counsel Guide to Intellectual
Property. 14 His definition includes patents; trade-marks;
copyright; industrial design; confidential information;
personality rights and privacy; topography rights; plant
breeders’ rights; misleading advertising and deceptive
trade practices; as well as a discussion of intellectual
property on the internet which discusses domain names
as intellectual property.
In its recent Report, the Law Commission finesses
the problem of definition by announcing a focus only on
federal intellectual property rights defined by statute:
patents, copyrights, registered trade-marks, industrial
designs, integrated circuit topographies, and plant
breeders’ rights. 15 The Report then immediately narrows
its focus further: ‘‘patents, copyrights and trade-marks,
since they are the most practically significant of the six
categories of federal IPRs [intellectual property rights]
(although the analysis is readily translatable to industrial
designs, integrated circuit topographies and plant
breeders’ rights)’’. 16
The Law Commission’s reasoning for focussing only
on federal intellectual property rights in its Report
appears to be tautological:
Fortunately, it is not necessary to come up with a precise inventory for the purposes of this report since the most
significant obstacles to IPR-based secured funding derive
from the presence of federal title registries for federal IPRs.
Provincial IPRs can be accommodated in the existing provincial secured lending systems with relatively minor
reforms. 17

3
It is difficult to understand how the Commission
can be so confident that intellectual property rights
derived through provincial heads of constitutional power
in Canada can be so easily accommodated in the provincial secured lending systems without having to define
what those intellectual property rights systems are.
Indeed, at least one clear problem appears to exist with
this assertion that relatively minor reforms will take care
of any provincially based problems: one would presume
that the tort of passing off, something which clearly lies
within provincial competence, but which is intimately
related to the concept of trademark in this country
(indeed, the indicia of passing off are often referred to as
‘‘common law marks’’), 18 would have to be considered
for candidacy within the umbrella of intellectual property rights — and yet, prior to the commencing of an
action, it is not clear the extent to which this interest in a
particular indicia is registrable in the provincial secured
lending systems. 19
Moreover, there would appear to be two types of
difficulties about the Commission’s focus on the federal
sphere of influence. First, the Commission offers no evidence to support its assertion, quoted above, that ‘‘the
most significant obstacles to IPR-based secured funding
derive from the presence of federal title registries for
federal IPRs’’. 20 Indeed, the evidence presented here from
the empirical portion of the Law Commission’s investigation into issues related to leveraging knowledge assets,
as discussed below, presents a far more nuanced and
complex picture of the obstacles perceived by the business community to securing funding of knowledge
assets, both IPR-based and otherwise. Second, the Report
seems to consider the ambit of the federal government’s
involvement in intellectual property to be limited to the
six statute-based devices it listed. The Report lists
domain name rights as lying entirely within the realm of
provincial involvement, 21 which seems a curious characterization given the extremely active involvement of the
federal government in the area through CIA, the Canadian Internet Registration Authority.
The Law Commission’s concern about the
problems of leveraging knowledge assets in Canada
began even earlier than 2001, but it certainly flowered in
2001, through both the coalescence of scholarly papers
which fuelled the Commission’s 2004 Report and the
national canvassing of business perspective on the
problem of leveraging knowledge assets. As demonstrated in this present description of that national canvas
of business perspective, and as demonstrated in the focus
of much of the scholarly activity bearing on the question
of knowledge assets, intellectual property is certainly recognized as forming a part of the environment of knowledge assets, but the Law Commission’s 2004 Report has
focused solely on the intellectual property assets that
form an undisputed core of intellectual property. 22 This
focus has left very important questions, unacknowledged
by the Commission, for future consideration: (a) what
approach should be taken for knowledge assets lying
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outside this core — and even outside the ambit of intellectual property? (b) what will the effect of the reforms
recommended in the Law Commission’s Report, with its
narrow focus on only federal registered intellectual property interests, be on Canadian business involving the full
range of knowledge assets?
The second related problem is that, whatever the
accepted ambit of the use of the term ‘‘intellectual property’’, the notion of ‘‘intellectual property’’ is not used in
business literature to refer to the full ambit of emerging
products and services that are fuelling new economy
businesses.
The empirical investigation undertaken for the Law
Commission was deliberately designed to elicit articulation of issues by the business community. The first
hypothesis postulated for investigation was that:
The value created by businesses in the new information economy is not entirely appropriately captured by
existing legal (particularly intellectual property) concepts.

The second hypothesis was that:
Businesses in Canada face significant legal obstacles
when attempting to obtain security for financing on the
basis of knowledge-based assets.

The final hypothesis tested was that:
There are discernable differences between stakeholder
in the Canadian business community on issues that relate to
intellectual property such that is impossible at this time to
discern a consensus of business opinion which would point
to any particular legal reform of the regime of secured transactions.

Canvassing business opinion in Canada
In conducting this investigation into the possible
need for law reform, the Law Commission of Canada
instigated a process of asking questions in the business
community that were not yet being asked in the scholarly literature of the business community. 23 The feedback from the business community was also being
sought at a time of dramatic uncertainty and pressure for
the very businesses whose input was being sought. 24
Moreover, it was important to consider business opinion
from all sectors, sizes of enterprises and geographic locations when contemplating the role of law in reacting to
changing circumstances. The Commission’s goal in this
project, as well as in other areas of its activity, was to
work toward developing an understanding of the need
for, and potential impact of, possible legal reforms
throughout the country.
For these reasons, the investigation proceeded along
three separate lines: a survey, a teleconference and an
interdisciplinary face-to-face conference. It was hoped
that the trends identified in each of the three would
demonstrably reinforce, supplement or complement the
trends discerned in each of the other two.

Survey
Respondents
The first method employed to seek business
opinion about the questions of financing knowledge-

based businesses was a survey. The survey, available in
both French and English, was administered through several avenues. Initially the survey was developed and
administered using a commercial online package. 25 The
survey was subsequently adapted to a traditional paperbased form and administered through various mailing
lists. 26 It was also made available to the participants of
several variously related law forums that occurred during
the study. 27 Finally, a link to the online survey was
posted on the Web site of the Conference mentioned
above and further discussed below.
The target populations for these multiple forms of
survey administration were business leaders involved
with knowledge assets, business people involved in the
financing of knowledge-based businesses (either through
equity or debt, or both), and lawyers involved in advising
such business people. Eventually, 64 responses were
received to the questionnaire.
The survey was administered anonymously and the
extent of demographic information sought from the
respondents was deliberately kept extremely low. The
survey was kept very short in order to minimize the
encroachment on the respondents’ time — and every
effort was made to avoid discouraging participation by
seeking information from respondents that might be
considered too intrusive (see Appendix A). As can be seen
in the following table (see Table 1), business people represented roughly half the respondents while legal
advisers representing businesses (including trade-mark
and patent agents) made up the other half. Practicing
lawyers accounted for one-third of the total respondents.

Table 1. Sur vey Respondents.
Job Designation

Respondents with this Job
Designation

Lawyer in private practice

37%

Other senior managers*

14%

CEO/President

14%

Trademark or
patent agents*

11%

Cor porate counsel

11%

Consultant*

8%

Other (Graduate law
student, retired, engineer)*

5%

NB: The total number of respondents (n) was 64.
* Coded into categor ies identif ied from open responses.
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The extent of the respondents’ direct involvement
in the financing of knowledge-based businesses and their
knowledge about the financing process are illustrated in
the following table (see Table 2). It may be inferred from
these two tables that a range of business opinion,
including senior executive opinion, is represented by the
respondents. The open-ended responses to various questions in the survey provided further information about
the respondents: they included large publicly traded
companies and start-ups, biotech and software companies, venture capitalists, and firms that ‘‘assist SMEs [small
to medium enterprises] in seeking equity partners’’.
Table 2. Level of Respondents’ Knowledge and
Participation in Financing.
Degree of
Involvement with or
Knowledge about
the Financing
Process

Respondents with this Degree
of Involvement or Knowledge

included in the concept of ‘‘knowledge assets’’. One
respondent took issue with the preceding legal devices,
saying ‘‘I do not believe labelling IP in this manner is
useful. These assets should be dealt with according to
commercial requirements’’. A second agreed, saying that
‘‘knowledge asset’’ meant ‘‘decision-ready awareness by
humans — only’’ and arguing that the listed devices ‘‘are
all just information — very tangible, able to be valued via
simple market models’’. While two respondents added
software as a category and one added ‘‘licensed rights’’
and another ‘‘economic relationships’’, 10 other respondents focused on the human dimension of ‘‘knowledge
assets’’: for example, ‘‘the training, research and development, and knowledge base acquired from work experience resident in workers in a specific (company) task or
project’’, ‘‘inventor or key technology people’’, and
‘‘access to an expert, we hold rights to consult with a
knowledge expert in our industry’’.
Table 3. Respondents’ Views of the Meaning of
‘‘Knowledge Assets’’.

Involvement
(n=63)

Knowledge
(n=64)

None

19%

8%

Marginal

25%

20%

Term

Respondents who
Considered this
Term to be a
‘‘Knowledge Asset’’

Moderate

24%

34%

Patents

97%

High

21%

34%

Copyr ight

92%

Highest

11%

3%

Trade secrets

92%

Trademark s

81%

Industr ial designs

79%

Types of conf idential
information other than
trade secrets

76%

Integrated circuit
topographies

67%

Plant breeders’ rights

65%

Other

30%

Respondents’ views

What are knowledge assets?
The respondents were asked what the term ‘‘knowledge assets’’ meant to them — and were given the opportunity to add to the possibilities presented in the questionnaire. The information provided by the respondents
provided important insights relevant to the first hypothesis of the research (see Table 3). Virtually all of the
respondents thought that the term embraced patents
(97%). However, just as many thought trade secrets were
an integral part of knowledge assets as thought that
copyrights were involved (92%). Nearly as many people
viewed confidential information other than trade secrets
as part of the knowledge assets of an organization (76%)
as thought industrial designs were included (79%). On
the other hand, fewer were convinced that plant
breeders’ rights and integrated circuit topographies were
included (65% and 67%, respectively). It is particularly
telling that nearly a third of the respondents chose to
add their own comments on this question (30%). These
comments ranged from one respondent who made
explicit her or his assumption that ‘‘it is synonymous
with intellectual property’’ to another who stated that
‘‘‘know how’ of key employees not otherwise protected
by defined legal rights’’ must be considered to be

NB: All 64 respondents answered this question.

One quarter (25%) of the respondents indicated that
the nature of knowledge assets discouraged them from
attempting to leverage them, and, indeed, 41% of the
respondents indicated that they had not been involved
in any attempts to leverage such assets in the previous
three years. Each of the 16 respondents who were discouraged from attempting to leverage these assets provided reasons for this discouragement:
●
Knowledge assets lack a common valuation process by which one can determine their objective
value (11 commentators)
●
There is no formal way to register the security (2
commentators)
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●

●

●

●

●

There is no way to grant a security interest in
intellectual property
Security from undue disclosure and conflict of
interest with the potential funders, which disclosure could create, are problems
Knowledge assets are too unconventional: why
waste time trying to leverage them when it is
perceived that most lenders will not be receptive
(3 commentators)
In the event of a calamity, knowledge assets can
always be resurrected in a new venture with far
less trouble than other assets and usually at a
very small price because their value is often not
properly understood
Typically the knowledge represents every bit of
value in the high tech company — when borrowing around, this can be difficult.

Are there perceived to be legal obstacles to obtaining
financing on the basis of knowledge assets?
The 37 respondents (58%) who indicated that over
the past three years they had been involved in one or
more transactions involving attempts to leverage knowledge assets collectively represented at least 149 such
transactions in Canada (see Table 4).
Table 4. Total Number of Transactions Represented
in the Survey.
Transactions

Number of Responses

One

1

Two

5

Three

8

Four

1

Five or more

22

Total transactions — 149+
NB: The total number of respondents (n) to this question
was 37.

Table 5. Types of Transactions Represented
in the Survey.

Type of
Funding Pursued

Numbers of
Respondents
Who Pursued this
Type of Funding

Licensing

25

Venture capital

20

Non-equit y based funding

17

Angel investor(s)

16

Gover nment funding

11

Other

4

NB: Respondents were asked to indicate as many choices
as were applicable.

The observations of equity and non-equity transactions that emerge from the survey reflect the experiences
of both business people and the lawyers who work with
them on these transactions.
The three respondents of the 26 involved in equity
transactions who provided open-ended responses about
why this type of transaction had been chosen indicated
that equity had been preferred because ‘‘non-equity
financing was not available’’. 29 One commented ‘‘it
seemed to be the only way to go and not lose complete
control of the Intellectual Property associated with the
asset’’. Another reflected the same perspective, saying ‘‘to
off load knowledge assets [is] of no use to us at present’’.
Another commented that ‘‘equity based funding
appealed to [the] investor’s perception of ‘getting a piece
of the action’ with the added perception of greater
potential return on investment’’. Others commented it
was the easiest, best known, quantifiable and available,
one particularly noting that such financing was locally
available. Several cited their business sectors as the reasons for reliance on equity financing: software, the tech’’
‘‘
business, and biotech. Several cited their start-up character as the reason for relying on equity.

The respondents collectively represented more
experience in seeking licensing funding than any other
type of funding, but a wealth of experience with both
The experience of non-equity transactions included
equity and non-equity funding pursuits was also repreboth lending and borrowing business people, in sucsented (see Table 5). 28 Reasons for the licensing
cessful and unsuccessful applications (see Table 6). The
advanced by the respondents included: being a large
lawyers acted for both borrowers and lenders, but there
publicly traded corporation and ‘‘thus licensing most
were no lawyers who reported acting for the borrowing
relevant’’; garnering ‘‘additional revenue streams from
firms in unsuccessful loan applications. This may reflect
non-core IP assets (patent licensing)’’, ‘‘when the owner
the reality that in situations where it transpires that the
wished to maintain control while generating revenue
funds will not be able to be borrowed, the lawyers for
rom markets others were better placed to serve
the loan applicant are typically not called upon by their
whereas] assignment [was used] when [the] acquiring
client to perform services whereas in the same situations,
arty wanted control and was prepared to pay for it’’,
the lawyers for the lenders may be involved at an earlier
d ‘‘especially of the patents relate[d] to technology now
stage, before the decision about whether or not to make
perseded’’.
the loan has been taken.
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Table 6. Respondents’ Roles in Transactions.
Role (Capacit y)

Percentage of Respondents
Involved with Equit y
Transactions
in the Capacit y
(n=50)

Percentage of Respondents who Performed this Role
in a Successful
Loan Application
(n=20)

in an Unsuccessful
Loan Application
(n=9)

Employee of borrowing f irm
(f irm raising capital)

39

0

22

Employee of lending f irm
(f irm providing capital)

24

15

11

Legal representative for
borrowing f irm
(f irm raising capital)

42

35

0

Legal representative for
lending f irm
(f irm providing capital)

24

35

33

Other

21

15

33

NB: The number of respondents responding to these sections of the questionnaire was 37 — but individual respondents
indicated that they performed different roles in different transactions.

Respondents who had been involved in either successful or unsuccessful loan applications were asked to
provide further information about their experiences with
such transactions. Only nine respondents provided further information about their unsuccessful loan application experiences and only 21 provided evidence of their
successful loan experiences. 30 Thus, the evidence provided by the survey on these points must be treated as
exploratory rather than statistically reliable for generalizing beyond the experiences of these respondents. 31 On
the other hand, the successful loan application experience reported by these respondents represented a range
of transactions worth between $250,000 and $50 million. 32 The average highest figure mentioned by the 18
respondents to this question about successful transactions was $9.5 million in round figures. It is noteworthy
that the transactions discussed by those involved in
unsuccessful applications are much smaller: they range
between $100,000 and $5 million, with an average of
$1,240,000 and mode of $300,000. 33
Taken together, both the successful and the unsuccessful loan applicants overwhelmingly viewed their
knowledge assets as more difficult to value than the
other assets (see Table 7). Although both groups largely
thought registration of the knowledge assets was more
difficult than registration of the other assets, those whose
applications had been successful were more likely than
their unsuccessful colleagues to have found the legal and
regulatory requirements related to these assets to be
more complex. The successful applicants reported application processes lasting between 2 and 10 months, with
an average of 5 months and a median of 4 months.
Again, there appears to be a difference of experience for
the unsuccessful applicants (who appear also to tend to
be applicants for smaller loans): the time for transactions
is reported to vary between 2 and at least 12 months,
with an average of 6 months. 34

The apparent paradox of the less successful applicants viewing the requirements as less complex, mentioned above, is borne out in the number of suggestions
received for improvements: only one applicant wrote a
direct response — ‘‘the federal legislation needs to be
amended to contemplate the granting of security interests in IP’’. One other comment identified the real culprit
as extra-legal: ‘‘more competition in the banking
industry would help’’. The respondents’ assessments of
the reasons for the failure of the loan applications are
interesting: just over half (four of seven comments)
attributed the failure to the knowledge-based nature of
the assets. None of these involved plant breeders’ rights
or integrated circuit topographies. Trade secrets, other
confidential information, and software were each
involved in two cases. Patents, copyrights, trademarks
and industrial designs were each involved in one case.
The respondents attributed the four failures to the following problems:
●

●

●

●

‘‘the value of the intellectual property could not
be used to secure the loan’’
‘‘no benchmarks for arriving at value . . . No revenue, very early in the company’’
‘‘no desire to take on the business from the
banks’’
‘‘software not seen as an asset in the same way as
concrete products’’

The other explanations advanced to explain the
failure were: ‘‘the credit weakness of the applying company’’, ‘‘overall assessment of the business plan’’ and ‘‘the
earliness of the life cycle’’.
One successful applicant commented that the
problem with the non-equity based loan application process was less one of law than of the lenders’ understanding of knowledge assets. Another stated ‘‘it is my

8

Canadian Journal of Law and Technology

view that it is impossible to grant a security interest in IP
without obtaining an outright assignment’’. Other successful applicants suggested the following legal or regulatory simplifications or improvements:
●
more timely trademark, copyright and patent
filings

●

●

●

registration regimes for security instruments
under the intellectual property statutes (3 comments)
reducing the costs of recording security agreements against large numbers of assets
providing a single, nation-wide registry (2 comments)

Table 7. Respondents’ Experience of Knowledge Asset Based Transactions.
Descriptions

Percentage of Respondents
Discussing Successful
Loan Applications
(n=21)

Discussing Unsuccessful
Loan Applications
(n=9)

Agree

Neither
Agree nor
Disagree

Disagree

Agree

Neither
Agree nor
Disagree

Disagree

Relative to other assets, it was ver y
diff icult to value the f irm’s knowledge
assets

86

5

5

100

0

0

Relative to other assets, register ing the
knowledge assets was not a
straightfor ward process

52

19

24

77

0

11

Relative to other assets, the process of
borrowing funds on the securit y of
knowledge assets was complex

71

14

10

77

11

0

Relative to other assets, the
legal/regulator y requirements were
more complex

52

29

5

33

33

11

Teleconference
Approach
The survey was administered on a confidential,
anonymous basis to a wide spectrum of potential respondents. And, indeed, a survey has the advantage that such
wide distribution is possible; however, a survey also has
methodological limitations: the questions are fixed in
advance, no further exploration of answers received is
possible within the confines of the instrument, the
opportunities for open-ended canvassing of issues are
limited, and the depth of qualitative evidence obtained
in this way is limited. Therefore, this empirical research
was planned such that it would elicit further and more
qualitative participation from the business sector
through two other complementary means of data gathering.
The first was a national teleconference, planned to
coincide with the two-day workshop/conference held in
London, Ontario. Sites in Vancouver, Calgary, Toronto,
London (Ontario), Montreal and Halifax were
arranged. 35 In each city, a law firm stepped forward to
facilitate the creation of a small group of local business
people to attend and participate in the two-hour
national teleconference. 36 McCarthy Tetrault facilitated
the gatherings in Vancouver, Toronto and Montreal.
McLeod Dixon organized the Calgary group. Harrison

Pensa brought together the London business representatives and McInnis Cooper was the Halifax host.
Kersi Antia moderated the teleconference from the
Ivey School of Business in London and was assisted by
Mark Perry and Margaret Ann Wilkinson. The conference was simultaneously projected on the Web site for
the Conference and to an audience of about 70 persons
in another auditorium of the Richard Ivey School. It was
also made available for viewing on the Web site of the
Conference. 37
Teleconference participants
Both the physical constraints of the site venues and
the time constraints of a two-hour teleconference dictated the need for the number of participants in each
location to be kept manageable. The site participant
groups varied in size between five business people plus
the hosting facilitators in Halifax and Toronto, to nine
participants plus the hosting facilitators in London and
Calgary.
The participants represented a comprehensive range
of businesses in Canada: from large multi-national high
tech firms to small start-up high tech firms, from large
venture capitalists to university technology transfer
offices, from large to small telecom firms, from banks to
small business consultants, and from large financial con-
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sultants to the Business Development Bank of Canada.
Although they were not specifically precluded from
taking part in the survey, it would appear that none of
the participants in the teleconference participated in the
survey.
After the technical elements of the videoconference
process had been discussed and introductions of the participants in each location had been completed, the moderator posed the first of the three questions that were
planned for the teleconference. 38 After each question was
posed, the participating groups simultaneously viewed
selected preliminary results from the survey just discussed which were relevant to the question. 39 The moderator then swept across the country allowing the participating sites the opportunity to comment on the
question. 40 The business participants were asked:
(a) ‘‘to figure out exactly what the term ‘knowledge
assets’ means to us’’
(b) ‘‘in terms of the results from the preliminary
survey that equity-based leverage attempts form
55% of attempts as opposed to 45% for nonequity based attempts, would you agree that
equity-based leverage attempts tend to dominate in this [knowledge-based] area? And, do
you think this is a long-term trend?’’
(c) ‘‘developing on the notion [which appeared to
be developing in the conversation] of knowledge
assets being more complex and difficult to get
our heads around, is non-equity based funding
more complex than equity-based funding? If you
believe that to be the case, what are the reasons?’’

articipants’ views
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protection legislation was specifically cited as having a
potential impact on these assets.
The ‘‘softer side’’ of knowledge assets was thought
to be missing from the items listed. This was noted to be
a serious omission because such issues (‘‘trade secrets and
know-how’’, knowledge of the markets, ‘‘experience and
client contact information’’, visions about what a patent
can do [vision mentioned specifically by more than one
participant]) are weighed more heavily by equity investors than those listed. A later speaker noted that many of
the issues can be dealt with in contracts and that therefore such contracts should themselves be considered to
be embodiments of knowledge assets. Thus, licenses and
contracts should be considered additional, independent
items in the list of traditional knowledge asset devices.
In some cases, and the particular case cited was
software, it was noted that the traditional intellectual
property devices that are thought to apply, such as copyright or patent, do not adequately protect the value of
the knowledge asset. Another specific comment was that
brands and domain names are not sufficiently protected
under the current trade-mark regimes and need their
own protection. Even within the listed ‘‘traditional’’ categories of intellectual property, protection along the lines
of plant breeders’ rights was considered to be less valuable in the marketplace than patent rights. The categories listed were thought to comprise a possible foundation for knowledge assets, but the assets themselves
needed to be considered in terms of a commercial
product created by knowledge assets. Indeed, at a later
point in the teleconference, it was pointed out that
software alone was worthless and only acquired value
when combined with quality management, products
and corporate culture.

The relationship between legal recognition as an
intellectual property device and enhanced value for a
knowledge asset was mentioned later by several speakers.
What are knowledge assets?
One raised the particular situation of the domain name
The participants generally seemed to agree that the
in Canada, which actually does not enjoy intellectual
categories of devices such as patents, copyrights, tradeproperty protection, but, in the view of the speaker,
marks, etc. listed on the slide developed from the survey
should,
since it could provide significant value to a startwere included in the concept of knowledge assets but
up
company.
The concern about the legal position of
hat these categories were ‘‘written in legal terminology’’.
domain
names
as knowledge assets in Canada was spenumber of speakers emphasized the perspective that
cifically echoed and cited as a priority by three later
e most valuable ‘‘knowledge assets’’ of an organization
speakers.
the people — a concept not well captured in a list of
traditional intellectual property law devices. Another
A later speaker cautioned that law reform might be
on offered the analysis that the distinction between
needed in order to curb the consequences of current
people assets and the knowledge assets in an organiintellectual property regimes: the possibility of an antin is that to be considered a knowledge asset there
competitive market being created as well-funded particibe documentation. A more technical distinction
pants make use of business method patents was specifidrawn by another speaker who proposed that
cally articulated.
edge assets should be considered to be the differetween the book value of a company and the
41 That the concept
capitalization of a company.
Equity vs. non-equity financing involving knowledge
of knowledge assets needs to be limited or bounded was
assets
echoed by a later speaker who noted that the term
cannot be considered to encompass everything. The
One perspective from Nova Scotia was that regions
value of information as bound up in the concept of
where smaller companies dominate would prefer to
knowledge assets was mentioned and the impact of data
develop debt financing models because they want to
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maintain control of their businesses and not diffuse their
equity. Although there seemed to be agreement with this
ambition, the reality was described as a reliance on
equity for small business because there are more trade
secrets and know-how involved in knowledge-based
businesses, and equity is the more efficient way to
finance these types of intellectual property assets. For
Atlantic Canada, the participants agreed that the ratio of
55/45 equity/non-equity resulted by the preliminary
survey was well understated for the region. The ratio in
Atlantic Canada was thought to be more in the order of
90/10 equity/non-equity for financing knowledge-based
businesses.
As the discussion moved across the country, other
speakers identified the reliance over equity financing
cited by the Halifax panel to be consistent with the
experience of start-ups in every region of the country.
They also expressed similar frustration about the
inability of small companies to secure debt financing,
which they also much preferred. On the other hand, one
proprietor of a small business sympathized with the
reluctance of banks to provide debt financing for small
companies with intangible assets — which are hard to
value — attributing the inappropriateness of bank
funding to the structure of banks. Moreover, one Atlantic
participant pointed out much later in the teleconference
that the experience of obtaining equity financing itself
sometimes contributed positively to start-up companies
because the business and managerial expertise of a venture capitalist, for example, would be contributed to the
start-up. This was seen as a very positive spin-off of the
equity relationship, both for the start-up and the capitalist. Picking up on that, another speaker made the
point that a venture capitalist might have five start-ups in
the stable, whereas a bank or major lending institution
would have 50 and, therefore, even less incentive to
develop a working relationship that contributed as positively to the welfare of the start-up.

In addition, it was pointed out that maturing
beyond a start-up would initially mean being able to
raise equity capital on individual knowledge assets,
rather than the whole company, before being able to
move significantly toward debt financing. Several people
echoed this tendency to view the whole company rather
being able to differentiate particular ‘‘assets’’ in a knowledge-based business.
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prior claims of the software distributor licensor. Since
there have been no difficulties with the present arrangements from the perspective of such large software organizations, there would be real resistance in that community if law reform made it more difficult for such
organizations to maintain the integrity of their software
assets. 42
The reliance on equity was further explained as systemic because knowledge assets (and intellectual property) are hard to value, hard to assess in terms of competitive position, have a short shelf life and are difficult to
realize upon in a downturn. These inherent characteristics cause the risk to look like an equity risk in the eyes of
the investors and they therefore demand equity in
return. The real difficulty in relying upon knowledge
assets in an economic downturn was identified as the
fact that the bulk of the knowledge assets lie with the
people in the venture — and when the organization runs
into trouble, the people jump ship. Moreover, another
participant pointed out that individual knowledge assets
are very difficult to sell because they are worth the most
together — and this makes it unattractive to hold a
security interest in them.
Several explanations for the reporting of debt
financing experiences in the face of these indicators for
equity financing: the need to implement
‘‘bridgearounds’’ would imply non-equity financing; convertible debt-type financing can allow companies to get
financing while deferring the difficult valuation questions during the birth of a company. Another speaker
pointed out that equity financing is harder to back out of
— whereas with debt financing, you can be involved for
the period of the loan and then get your money back
and be out of the business. Moreover, for all the reasons
that valuing the knowledge assets for debt financing is
difficult, establishing the value of an equity position in a
company heavily involved in knowledge assets is equally
difficult.

Are there perceived to be more technical obstacles to
obtaining non-equity than equity financing?
The first participant responding to this question
immediately raised the issue of the interaction between
the provincial personal property security registration
regimes and the federal intellectual property registration
regimes as a technical impediment to debt-financing of
knowledge assets. A later speaker highlighted this difficulty, particularly in the context of debt-financings based
on knowledge assets in traditional industrial business
contexts.

It was pointed out that this emphasis on equity
nancing rendered moot the question of whether law
orm can facilitate securitization of knowledge assets:
siness is not relying on debt financing for companies
minated by these assets. Moreover, another observamade from the point of view of a large software
A later speaker pointed out that while other frailties
buting company was that current license agreesuch as the nature of intellectual property and its
s have worked well in the cases where certain licenenforcement are much more difficult to solve through
ave been specifically permitted to pledge, assign or
law reform, legislating changes to improve the registrar the licensed asset and then to have subsequently
bility of such assets is relatively easier and should be
o financial difficulties. This is because the consent
undertaken. Such reform would create more certainty in
such pledge, transfer or licence has been specifithe system, which would benefit all the players. All the
edicated upon the lender’s recognition of the
speakers who discussed this issue preferred a nation-wide
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solution, although some called for a federal solution and
others called for a harmonization of the provincial statutes with the federal (to be achieved, under one suggestion, by allowing the provincial registries to take precedence over the federal ones). 43
Despite the mention of difficulties in enhancing
enforceability through changes in the law, later speakers
indicated that they would like to see attempts to revise
the legislation to create more efficient and effective
enforcement of intellectual property rights. The perspective of the bankers when considering knowledge-based
businesses was expressed by one participant as not only a
reluctance to deal with equity, but also an equal uncertainty in dealing with intellectual property as security.
The participant explained that in such debt relationships
the lender must place reliance on the borrower in situations where the bank could find that all the intellectual
property on which it relied in advancing the loan has
been subsequently ‘‘lent away’’ by the borrower. From
this perspective there was also a call for clarification in
the law regarding the priorities of sub-interests in knowledge assets. A later speaker describing the banks’ position
cautioned that they want to avoid coming in and taking
over whole businesses — which is generally what is
required to realize upon security in a knowledge-based
business.
An example of the more intransigent difficulties in
achieving effective change to the structure of investing in
knowledge assets through law reform was given as the
pervasive effect of culture, rather than law, in establishing
valuations for the assets concerned. It appeared that the
speaker advocated education and communication as
agents of change, rather than law reform. The importance of the structure of law in creating wealth was
raised in response by another speaker. However, other
speakers claimed that the many difficulties surrounding
financing knowledge-based businesses were not based in
difficulties with the law. Another, non-legal difficulty was
the lack of expertise, perhaps particularly in Canada, for
valuing some of the cutting edge technology in areas
such as biotech.
Because there is so much equity investment in the
uncertain environment of knowledge assets, it was
pointed out the equity interests are also being more
creatively handled than in deals involving ‘‘traditional’’
assets. The speaker asserted, therefore, that many knowledge-based equity deals are as complex as their nonequity counterparts. This perspective was echoed by
another participant, representing a much smaller business.
From the perspective of a start-up company, it was
suggested that making it cheaper and easier to obtain
traditional intellectual property registrations would help
small business more easily quantify or provide documentary evidence of knowledge assets and therefore give
them an advantage in subsequently seeking to leverage
that knowledge. On the other hand, another speaker
identified the whole intellectual property asset as the
problem: very unpredictable and hard to enforce.

Several speakers mentioned keeping an eye on the
experience and intentions of the United States when
considering changes to the Canadian legal environment.
There was a call to consider simplifying the existing
legislative regime, if not scrapping it and developing a
better, more streamlined, modern approach.
Thus, the qualitative evidence gathered through this
national canvass of business opinion from across Canada
did not yield results dissimilar from the results of the
survey. The process of the teleconference reinforced
views also gathered from the surveys and provided the
opportunity for more detailed evidence of the views of
the Canadian business community.

Conference consultation
Concept
The final facet of the Law Commission’s consultation with concerned stakeholder involved the two-day
conference held in London, Ontario. The conference
was deliberately designed to be fairly small and was
organized to try to permit the speakers and the attendees
to examine the issues together over a full day and a
half. 44 There were 57 attendees, of whom 19 had prepared papers to present as part of the proceedings. 45 In
addition, eight people (one of them already a speaker)
had received papers in advance and came prepared to
provide commentary. The observations of the Conference presented here, then, represent, for the first time,
the responses and contributions gathered from the 38
participants in this national conference who did not
have the opportunity to present papers.
This final phase of the research began by allowing
all the conference attendees to watch the national
teleconference just described. Later, on the first evening
of the conference, Professor Richard McLaren provided a
keynote address setting out a possible new approach to
secured interests in intellectual property from the perspective of the Commonwealth on the first evening 46
and the Honourable Marybeth Peters, Register of Copyright, United States, provided an overview of the recent
American developments on the second day. 47 The other
speakers were grouped around four themes: first, the
Canadian legal framework for leveraging knowledge
assets; second, business, economic and valuation issues;
third, the comparative experiences of Australia, the
United States, the United Kingdom and the European
Union; and, finally, governance issues and possible solutions. The speakers were legal academics, practicing lawyers, business academics, an economist and a valuator. As
the themes suggest, they were drawn together from all
over the world. The other attendees, including the commentators and moderators, were legal academics (and a
graduate student) and practicing lawyers for the most
part, as well as government policy makers, and the Executive Director of the Canadian Advanced Technology
Association. As more than one attendee later noted, the
legal academics and practitioners spanned different areas
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of practice, from intellectual property to commercial and
secured transactions.
Having heard the national discussion from the business leaders on the teleconference and having listened to
and participated in the presentations of the prepared
papers, each of the conference attendees was polled for
her or his reflections by Nathalie Des Rosiers, President
of the Law Commission of Canada, during the last session of the conference. These comments were recorded
and later transcribed. The following observations were
gleaned from them.
Observations of the attendees
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being made should be made transparent to all business
stakeholder. Another attendee concurred with the view
that strengthening the infrastructure will create more
clarity and help those seeking financing to more definitively demonstrate their eligibility for debt financing.
Taking steps based on the existing legal situation
may well be desirable, another attendee agreed, but such
steps should be viewed only as next steps — not as solutions. These problems need to be viewed in the context
of a changing system which demands creativity and, ultimately, new legal approaches. On the other hand, these
new approaches need to be cognizant of international
relationships and developments.

One attendee queried whether there was a public
On the nature of knowledge assets
policy reason to seek to eliminate barriers to lending in
knowledge-based sectors: perhaps increased lending
It was pointed out that any enhancements to the
activity would not be wise for lenders. Another attendee
law governing secured interests in intellectual property
pointed out that care must be taken to distinguish
must continue to take account of the traditional trade-off
between knowledge-based assets (in the portfolios of any
n this area of the law between incentives for creators
company or organization) and knowledge asset intensive
nd enhancing public access to knowledge in order to
companies: the policy considerations in the two cases
rengthen the opportunities for intellectual and indusmay not be identical.
al development as a society. Half a dozen other
endees later specifically echoed this concern, both on
Another attendee, not himself a banker, expressed
ational and international level. One attendee stated
understanding for the reluctance of bankers to get
, although the government could intervene in the
involved in transactions based on knowledge assets: he
ation process for knowledge assets, it should not.
cited their greater need for success rates in the businesses
in which they become involved given the steady income
On the existence of legal obstacles to obtaining
streams generated from debt financing. For venture capifinancing on the basis of knowledge assets
talists, their portfolios, based on the varying returns from
their
equity positions in the companies in which they are
There was discussion of the feasibility of a federal or
involved,
can encompass both high performers and
provincially based national registration system for intellosers.
lectual property rights and interests. One attendee
pointed out that if, as one analyst asserted, the provincial
egistration systems favour lenders and the federal
On the preference for equity-based financing over nonsystem favours the original rights holder and subsequent
equity based
equity purchasers, then the evidence of the business
One attendee asked why there was so much eviteleconference would suggest that the strengthening of
dence that banks and lending institutions have difficulty
the federal system would seem to make more sense in
valuing knowledge assets when Revenue Canada appears
the present climate. Another attendee pointed out that
to
have little difficulty valuing the same kinds of assets
Canada would be a global pioneer if it were to develop
for tax purposes. Another attendee felt that this was
n intellectual property registration system that was
mixing apples and oranges since Revenue Canada is
cused on the rights of debtors rather than being wholly
never really involved in realizing upon the assets for
et-based as other security registration systems are. On
which it establishes tax valuations.
other hand, an asset-based system that could accomdate intellectual property interests will almost ineviAgain, the participants at the conference did not
y be hopelessly unwieldy. Several other attendees
voice views that were not also part of the perspectives
cautious about embracing solutions involving regisobtained through the survey. However, the views
n since that could well impose more formality and
expressed at the conference had the advantage of having
se.
heard a plethora of possible law reform options
lthough a number of papers at the conference and
described by the speakers at the conference and theress people during the teleconference tended to play
fore the conference attendees’ remarks could be couched
r dismiss the law as a factor in the financing of
in the context of specific law reform ideas. Observations
dge-based business transactions, one attendee
such as the attention to the public access facets of the
ted that the law remains very important in
traditional intellectual property devices were highlighted
ng the infrastructure for business and that infraby a number of participants at the conference and yet
must remain current and responsible. Perhaps
such perspectives do not seem to have an echo anywhere
of the assets is a function of the business enviwithin the Law Commission’s subsequent Report. The
nd should not be dealt with by legal means,
conference participants, having heard about a number of
rastructure to support the business decisions
proposals, specifically voiced various concerns around
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proposals to amend the registrations systems of either
the provincial secured lending systems or the federal
intellectual property regimes and also articulated and
reinforced the observations of the teleconference participants, whom they had seen, that the problems surrounding the leveraging of knowledge assets go beyond
only intellectual property issues and, certainly, beyond
the specific concerns of problems with registration of
interests for security.

Discussion and Recommendations

T
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lenges related to the core intellectual property devices,
which were frequently acknowledged by the business
participants, cause policy-makers to overlook the larger
issues beyond the intellectual property triad of patent,
copyright and registered trade-mark.
The evidence gathered that was relevant to the
second hypothesis being tested revealed a complex picture. Again, the evidence of the respondents to the survey
and of the participants in the teleconference tended to
support the hypothesis that businesses in Canada face
significant legal obstacles when attempting to obtain
security for financing on the basis of knowledge-based
assets. However, as one of the international conference
attendees pointed out, asking the right questions is a very
important step in developing and evaluating policy
options. In this case, the evidence of the business community pointed to virtually equal challenges for the
lending community in extending debt financing to businesses on the security of knowledge assets as to those
attempting to raise funding on the basis of such assets. As
one of the conference attendees pointed out very succinctly, to develop law reform policy in this area, there
must be further consideration of the implications of
adjusting the existing positions of both borrowers and
lenders with respect to knowledge-based assets.

his empirical investigation undertaken on behalf of
the Law Commission of Canada sought to provide
data from relevant stakeholder in order to test the three
hypotheses indicated at the outset. Since such empirical
data had not been gathered previously on this topic in
Canada, the study was certainly exploratory. The empirical part of the investigation was contemporary with the
gathering of the expert scholarly research into possible
options for law reform that eventually informed the Law
Commission’s Leveraging Knowledge Assets Report in
2004. As such, it is certainly useful to reflect upon the
Law Commission’s recommendations for law reform in
light of the evidence of business opinion and concerns
gathered while the recommendations were in their
Many opinions pointed to issues of valuation as
ormative stages. However, implementation of the Comlying at the heart of the difficulty — and, as some
mission’s recommendations must be considered in light
observed, valuation issues are also the area of greatest risk
current realities. Therefore, it is also useful to consider
for those who extend the capital for equity financings
e data from the empirical portion of the Commission’s
involving knowledge-based assets. Evidence from all
estigations in light of the indications they provide
three data gathering instruments (the survey, the teleconming, as they did, a preliminary part of the Law
ference and the conference consultation) indicated that
mmission’s larger consideration of law reform in this
there is a challenge in the emerging business environof the need to undertake further empirical research
ment in trying to distinguish financing based on partice embarking upon consideration of implementaular knowledge-based assets and financing knowledgef the Commission’s final recommendations.
based businesses. The evidence of this preliminary inveshe feedback received from the survey instrument,
tigation indicates that this distinction deserves further
captured the views of both business people and
investigation and analysis before law reform is instigated.
gal advisors (lawyers, trademark and patent
Leveraging Knowledge Assets Report, the
agents), and the national teleconference indicated a pre- In its 2004
Law Commission states:
ponderance of opinion and experience supporting the
hypothesis that the value created by businesses in the
There is no evidence that traditional financial institunew information economy is not adequately captured by
tions decline opportunities for IPR-secured lending because
existing legal concepts and, in particular, that most conof an irrational lack of appreciation of the collateral value of
IPRs compared with other forms of movables. On the conceptions of intellectual property are too limited to serve
trary, despite other impediments, specialized IPR-based
the needs of this new knowledge-based business. A
lending techniques by lenders in industries such as film are
number of conference attendees, however, cautioned
emerging. [footnote omitted] 48
against moving too quickly to capture that additional
value in formal intellectual property devices without
This is an ambiguous declaration and this empirical
carefully considering the implications of such changes
investigation offers no data relevant to the rationality, or
on the circulation of information and ideas in society
lack thereof, in the appreciation, or lack thereof, of the
that has traditionally been an important part of intelleccollateral value of anything from the perspective of traditual property policy.
tional financial institutions. However, it is equally the
The preponderance of evidence from the business
case that the Report cites no evidence of its own in
community across Canada supported the view of the
support of the assertion that traditional financial instituconcept of knowledge assets as wider than just core inteltions do not decline to lend based on the security of IPR.
lectual property as traditionally defined. The evidence of
It is interesting to note that the sources for the reference
the business realities related to leveraging knowledge
to ‘‘specialized IPR-based lending techniques . . . in
assets point to future problems if the perceived chalindustries such as film’’ are to studies of that industry in
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the United Kingdom and the United States, not
Canada. 49
On the one hand, the empirical evidence gleaned
from this survey, this national teleconference and these
Canadian conference participants about the concerns of
the Canadian business community certainly point
directly to a perception in the business community that
it is more difficult to leverage knowledge assets in
Canada than to leverage other kinds of assets. It would
appear to be important to examine further this apparent
discrepancy: if indeed it is true that financial institutions
in Canada provide opportunities for financing equally
on the basis of knowledge assets as on other assets, then
it seems important to address the perceptions articulated
in the business community, documented through this
research, that they do not.
On the other hand, the Commission’s claim appears
to be limited to the claim that the financial institutions
in this country provide financing equally on the basis of
assets evidenced by intellectual property registrations as
on the basis of other assets. This is a different claim —
and it may well be that this willingness to finance on the
basis of intellectual property registrations is completely
consistent with the observations documented by this
research that financial institutions are not as amenable to
financing based on knowledge assets as on other assets.
The business community, as evidenced by the data gathered in this research, is looking to leverage knowledge
assets both formalized through intellectual property
registrations and not formalized through intellectual
property registrations. Again, if this is the case, the issue
of a divergence between the views of financial institutions and the expectations of the wider business community in Canada deserves a further airing.

The legal community involved in this exploration
(as respondents to the survey and attendees at the conference) was very much tempted by notions of reforming
the registration systems for personal property security
and intellectual property in order to bring them into
greater harmony and make registration more effective
for ordering the security interests based on knowledge
assets. Indeed, this is the general thrust of many of the
papers delivered at the conference. However, the evidence of those who responded in the survey as having
experienced failed debt transactions did not identify
registration difficulties as reasons for the failures: indeed,
difficulties with registrations were cited more often
amongst the respondents who were discussing successful
debt financings.
Indeed, the Law Commission’s emphasis in its
Report on the centrality of the registration of secured
interests in reducing uncertainty in leveraging knowledge assets does seem to be premised on a certain perspective on the intellectual property regimes. In
presenting its Recommendation 11, the Commission
discusses unregistered copyright 50 which it presents as an
alternative to registered copyright. 51 From the perspective of intellectual property, this distinction appears challenging: there is only one copyright interest created in
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Canada, since section 5 of the Copyright Act declares
‘‘copyright shall subsist in Canada, for the term hereinafter mentioned, in every original literary, dramatic,
musical and artistic work . . .’’ 52
In an earlier explanation, the Report declares,
without further cited authority, that
A source of uncertainty may arise in principle with
respect to unregistered copyrights. Because registration is
not a prerequisite to the existence of copyright, an assignee
of an unregistered copyright faces the risk that the copyright
was the subject of a prior assignment. The assignee can
protect itself against this risk by registering the copyright, in
which case its interest would prevail over any prior unregistered interest. 53

Unfortunately, the situation in copyright is not so
straightforward as the authors of the Commission
Report suggest. 54 Assignment of copyright is governed
under section 13(4), which declares:
The owner of the copyright in any work may assign the
right, either wholly or partially . . . but no assignment or
grant is valid unless it is in writing signed by the owner of
the right in respect of which the assignment or grant is
made, or by the owner’s duly authorized agent. 55

Registration of the copyright interest merely raises
the presumption that the interest registered is bona
fide. 56 Therefore, it appears that uncertainty does indeed
arise around value of the Register in the copyright environment. There is no legal distinction between ‘‘registered’’ and ‘‘unregistered’’ copyright in Canada; there is
only ‘‘copyright’’ associated with works and copyright
interests flowing from the work that may be evidenced
through registration pursuant to the Copyright Act. 57
Even where there has been registration of copyright in
connection with particular works, there are moral rights
attaching to those works, also pursuant to the Copyright
Act, which are not capable of registration under the Act
and yet adhere to the works throughout the term of
copyright. 58 The problem of moral rights was explored
by David Lametti in the address he gave to the conference in 2001, together with his conclusion that moral
rights ‘‘are not property rights and should not be able to
form the subject matter of real security’’. 59
While ten of the thirteen recommendations from
the Law Commission of Canada involve amending federal legislation to improve registration of security interests, 60 only one respondent in this study, in a group
representing more than one hundred and fifty business
transactions, directly opined, as reported above, that ‘‘the
federal legislation needs to be amended to contemplate
the granting of security interests in IP’’. The perspective
of the large and small business leaders involved in the
teleconference seemed to confirm the findings from the
survey that reform of the security regimes is not seen by
any means as a universal or obvious antidote to the
problems of financings based on knowledge-based assets.
Rather the structure of the assets and the firms that are
based largely upon such assets was identified as different
from traditional structures and that this difference
played a larger part in the struggle to finance businesses
involved with knowledge assets. Indeed, an observation
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by one of the conference attendees (mentioned above)
financing. Law reform directed toward enhancing the
should be noted in this context: that most business
knowledge-based economy should be cognizant of these
leaders do not now understand the need to register intelobservations.
lectual property interests even with the registration posConceived as part of the Law Commission of
sibilities that now exist. Therefore, it would appear that
Canada’s exploration of the issues, this empirical study
further investigation of possibilities of reforming the
was a pilot study, asking new questions and employing
intellectual property and secured transaction registration
several novel methodologies in seeking to provide
systems should be cautiously explored while continuing
answers informed by a variety of stakeholder. While
to investigate the possibility of other, more effective and
anecdotal evidence such as the foreign example of David
efficient, ways to assist the transition of Canadian busiBowie’s intellectual property interests, mentioned by
61
ness to the knowledge-based economy. As an attendee
Howard Knopf, 62 and then picked up in the Leveraging
at the conference suggested, the ongoing exploration of
Knowledge Assets Report of the Law Commission, 63 is
ways to assist the transition to the new economy in
interesting, and indirectly related to the question of
Canada should not focus only on law reform solutions,
leveraging knowledge assets in Canada, the systematinor necessarily on intellectual property or secured transcally gathered evidence of approximately one hundred
actions law reform, but should rather keep open options
Canadian business people and their advisors, solicited
such as tax incentives, direct government investment and
through surveys and direct consultation via teleconferso on.
ence and face-to-face conference consultation, must be
The evidence of this empirical portion of this study
considered more directly relevant to the question of the
undertaken through the aegis of the Law Commission of
value of reducing uncertainty in the Canadian intellecCanada, particularly from the business community, inditual property environment through addressing problems
cates support for the third hypothesis that there are,
in the registration of security interests. It is surely imporindeed, discernable differences between stakeholder in
tant that direct empirical evidence gathered in Canada
the Canadian business community on issues that relate
be considered when weighing the advantages and disadto intellectual property such that it is impossible at this
vantages of proposed law reform in Canada. Again, while
time to discern a consensus of business opinion which
empirical evidence of other jurisdictions, such as the
would point to any particular legal reform of the regime
United States, is indirectly interesting, and sectorial
of secured transactions.
studies are useful (and the interviews conducted by
Ronald Mann in 1999, and referred to by the CommisThus, as the policy-makers continue consideration
sion in its report, are an example of both the former and
of whether law reform can play a part in encouraging the
the latter), the efforts of the Law Commission in 2001 to
effective and efficient transition to a knowledge-based
canvas business opinion on a national scale and across
economy, regard should be had to this evidence that the
sectors
did bear fruit, as described in this account, and
usiness community is not united on the type of legal
that evidence deserves the attention of Canadian policytervention that would be most effective in assisting in
makers in considering the recommendations of the Law
is transition. Moreover, there does not appear to be
Commission in its Report.
ong advocacy for any particular legal solution from
one discernable business constituency. Rather, there
Moreover, the results of this empirical study demonms to be a cautious openness to considering possibilistrate that this empirical approach, if implemented on a
or legal solutions to perceived problems.
wider scale, can usefully inform the process of law
t must also be noted that many business commenreform. Further involvement of all segments of the busi64 in the ongoing process of law reform
in the study emphasized the preponderance of
ness community
equity-based approaches to financing in the new knowlshould complement consideration of any of the various
edge-based environment, rather than reliance on debt
legal solutions canvassed by legal scholars. 65
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APPENDIX A: THE SURVEY

A

transcript of the survey instrument used in this study follows. The original survey was distributed on the World
Wide Web.

Section I: Knowledge Assets and their Leverage
1. What does the term ‘‘Knowledge Asset’’ mean to you (please tick all that apply)?
[ ] Patents
[ ] Copyrights
[ ] Trademarks
[ ] Trade secrets
[ ] Other types of confidential information
[ ] Plant breeders’ rights
[ ] Integrated circuit topographies
[ ] Industrial designs
[ ] Other, please specify
Please Note: For this survey, the term ‘‘Leveraging Knowledge Assets’’ refers to any attempt made to secure funding on
the basis of existing Knowledge Assets.
2. Within the last three years, have you been involved with any attempt to leverage knowledge assets? (If you are
responding NO to this question, please go directly to section III (question 22)).
[ ] Yes
[ ] No
3. In how many transactions involving attempts to leverage knowledge assets have you been involved in the past three
years?
[ ] One
[ ] Two
[ ] Three
[ ] Four
[ ] Five or more
4. What type of funding was pursued? (Tick all that apply)
[ ] Licencing
[ ] Angel investor(s)
[ ] Venture capital
[ ] Government funding
[ ] Non-equity based funding
[ ] Other (please specify)
5. If you have been involved in equity-based transactions (licensing, angel investors, venture capital, government
funding) in the past three years, please tell us why you have chosen this mode of financing for knowledge assets:
6. If you have been involved in equity transactions, please indicate the capacity of your involvement with leveraging
knowledge assets: (Tick all that apply)
[ ] Employee of a firm raising capital
[ ] Employee of a firm providing capital
[ ] Legal representative of a firm raising capital
[ ] Legal representative of a firm providing capital
[ ] Other (please specify)
If you have been exclusively involved in equity-based leveraging of knowledge assets, please proceed to Section III
(question 22).
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Section II: Application Process for NON-EQUITY BASED FUNDING
Questions 7 through 12 ask you to discuss a successful loan application based on knowledge assets. If you have not had
such a successful experience, please go to question 13.
7. In answering the following questions based on one of your successful experiences with leveraging knowledge assets in
a secured transaction, please indicate what role you were playing:
[ ] Employee of borrowing firm
[

] Employee of lending firm

[

] Legal representative for borrowing firm

[

] Legal representative for lending firm

[

] Other (please specify)

8. The following sentences describe the non-equity based loan application process for knowledge-based assets AS
COMPARED TO THAT FOR OTHER TYPES OF ASSETS. Please indicate your level of agreement with each.
Scale:
1 — Strongly Disagree
2 — Disagree
3 — Neither Agree nor Disagree
4 — Agree
5 — Strongly Agree
6 — N/A
Questions:
RELATIVE TO other assets, it was very difficult to value the firm’s knowledge assets.
RELATIVE TO other assets, registering the knowledge assets was not a straightforward process.
RELATIVE TO other assets, the process of borrowing funds on the security of knowledge assets was complex.
RELATIVE TO other assets, the legal/regulatory requirements were more complex.
9. If you think the legal/regulatory requirements could be simplified or improved, what specific law reform measures
would help?
10. What was the dollar range applied for?
11. From first contact between borrower and lender, how long did the loan application process take? (Time in months.)
12. If you registered the interest in the knowledge asset involved in this transaction, did you (please tick all that apply):
[ ] Register at the Canadian Intellectual Property Office in Ottawa
[

] Register in a Provincial Registry

[

] Not applicable

[

] Don’t know

[

] Other (Please Specify)

Questions 13 to 21 ask you about non-equity based loan applications involving knowledge assets that were UNsuccessful. If you have not had experience of such unsuccessful transactions, please go to question 22 (Section III).
13. In answering the following question, based on one of your UNsuccessful experiences with leveraging knowledge
assets in a secured transaction, please indicate what role you were playing.
[

] Employee of borrowing firm

[

] Employee of lending firm

[

] Legal representative for borrowing firm

[

] Legal representative for lending firm

[

] Other (please specify)
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14. The following sentences describe the non-equity based loan application process for knowledge-based assets AS
COMPARED TO THAT FOR OTHER TYPES OF ASSETS. Please indicate your level of agreement with each.
Scale:
1 — Strongly Disagree
2 — Disagree
3 — Neither Agree nor Disagree
4 — Agree
5 — Strongly Agree
6 — N/A
Questions:
RELATIVE TO other assets, it was very difficult to value the firm’s knowledge assets.
RELATIVE TO other assets, registering the knowledge assets was not a straightforward process.
RELATIVE TO other assets, the process of borrowing funds on the security of knowledge assets was complex.
RELATIVE TO other assets, the legal/regulatory requirements were more complex.
15. If you think the legal/regulatory requirements could be simplified or improved, what specific law reform measures
would help?
16. What was the dollar range applied for?
17. From first contact between borrower and lender, how long did the loan application process take? (Time in months.)
18. Would you attribute the failure of this loan application process to the knowledge-based nature of the assets?
[ ] Yes
[ ] No
19. If you responded NO to the above question, to what would you attribute the failure of the loan application process?
20. If you responded YES to question 18, what type of knowledge assets were involved?
[ ] Patents
[ ] Copyright
[ ] Trademarks
[ ] Trade secrets
[ ] Other types of confidential information
[ ] Plant breeders’ rights
[ ] Integrated circuit topographies
[ ] Industrial designs
[ ] Other (please specify)
21. If you responded YES to Q18, what was the nature of the problem?

Section III: Information About Yourself
22.
[
[
[
[
[

What is your Current Job Designation?
] CEO/President
] CFO
] Corporate counsel
] Lawyer in private practice
] Other (please specify)

23. In comparison with other assets, does the nature of knowledge assets discourage you from attempting to leverage
them?
[ ] Yes
[ ] No
24. If you responded YES to the question above, please explain why:
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25. How INVOLVED are you with financing processes?
1 — Not at all involved
2 — Marginally involved
3 — Moderately involved
4 — Highly involved
5 — Directed the process
26. How KNOWLEDGEABLE are you about financing processes?
1 — Not at all involved
2 — Marginally knowledgeable
3 — Moderately knowledgeable
4 — Highly knowledgeable
5 — Expert
Thank you for your participation!
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in Canada, as set out above, is that formal registration is not required in
order to exercise rights under the Act, so, indeed, not registering a copyright interest is not a practical problem, since the Act confirms that rights
can be fully exercised in the absence of registration.

55

Copyright Act, supra note 54, s. 13(4).

56

Massie & Renwick Ltd. v Underwriters’ Survey Bureau Ltd., [1940] S.C.R.
218 at 258, Duff, C.J.C..

57

Copyright Act, supra note 54, ss. 54 ff.

58

Copyright Act, supra note 54, ss. 2, 14,2, 28.1, 28.2.

59

David Lametti, ‘‘The concept and Conceptions of Intellectual Property as
the Object of Real Security in Quebec Civil Law’’ (Paper presented to the
Conference on Leveraging Knowledge Assets: Security Interests in Intellectual Property, November 16-17, 2001) at 10, Tab 4.

60
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a federal Personal Property Security Act. See Anthony J. Duggan, ‘‘Patent
Security Interests: Costs and Benefits of Alternative Registration Regimes’’
in Knopf, supra note 4 at 557. Nor is the paper by Roderick A Macdonald, ‘‘The Governance of Human Agency through Federal Security
Interests’’ in Knopf, supra note 4 at 577, referred to anywhere in the
Report.
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Howard Knopf, ‘‘Security Interests in Intellectual Property: an International Comparative Approach’’ in Knopf, supra note 4, citing The Economist (11 September 1999).
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Leveraging Knowledge Assets Report, supra note 9 at 20, s. 2.2.1.
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In particular, further specific involvement of lending institutions was
encouraged by conference attendees. Suggestions were also made by
conference attendees about couching such future consultations in business language rather than legal terms.
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The Commission was also urged by the conference attendees to continue
to solicit participation from academics in disciplines other than law.
Further involvement of the business community in the process of law
reform development as begun by the Law Commission in this pilot study
may provide the impetus necessary to achieve that part of the final
recommendation of the Law Commission urging ‘‘business schools . . .
[to] support the development of educational materials and courses . . . and
promote expertise in commercial and intellectual property law’’.

